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Montana 42 Southern
Load Forecast

Opening Comments

1.0 Introduction:

Southern Montana Electric Generation and Transmission Cooperative, Inc. (Southern
Montana), headquartered in Billings, Montana, is an “all requirements” provider of wholesale
electricity and related services to 5 electric distribution cooperatives and 1 municipal utility.
The five electric distribution cooperatives serve approximately 65,000 Montanans, and the City
of Great Falls has an estimated population of approximately 57,000 people. Southern
Montana’s service area encompasses 22 counties in 2 states (Montana, and Wyoming
respectively). The geographic area served by the members of Southern Montana Electric G&T
is approximately 58,000 square miles.

The member systems of Southern Montana Electric have provided affordable, reliable and
quality electrical energy and related services to their member/owners in central and south
central Montana for over 60 years. The distribution cooperative member systems of Southern
Montana are as follows:

Cooperative Member Systems of Southern Montana

Montana 19 Stillwater Beartooth Electric Cooperative
Montana 15 Fergus Fergus Electric Cooperative
Montana 17 Rosebud Mid-Yellowstone Electric Cooperative
Montana 33 Custer Tongue River Electric Cooperative
Montana 09 Yellowstone Yellowstone Valley Electric Cooperative
Municipal Utility Member System

Electric City Power City of Great Falls, Montana

Mission Statement:

The mission of Southern Montana Electric Generation and Transmission
Cooperative is to provide a reliable, economical source of electric energy for our
consumer owners for the long term.

Service Area:

The area served by Southern Montana is depicted on the following maps of Montana. The
first map shows the area served by southern Montana as a single entity, and the second
map shows the same area with each individual member systems in a different color.
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1.1 Purpose and Need:

To appropriately plan for the future wholesale electric energy and related services needs
of the member systems it serves, Southern Montana has prepared this forecast of the
demand and energy requirements of its member systems. This Load Forecast has been
prepared using standard load forecasting techniques that have been employed by electric
cooperatives for this purpose for many years. This Load Forecast represents a
collaborative effort of the aforementioned electric distribution member systems and
Southern Montana.

Southern Montana is an “all requirements” provider of wholesale electricity and related
services to 5 electric distribution cooperatives and 1 municipal utility. The primary focus of this
Load Forecast will be to estimate the demand and energy needs of the five rural electric
cooperative systems. Although the City of Great Falls is a member of Southern Montana and
their electric energy and needs will be considered as an attribute of Southern Montana’s total
requirement for wholesale power supply acquisition purposes, the supply needs of the City
have been evaluated separately as the City will have a different source for long term financing
and not included in any forthcoming request for financing from the United States Department
of Agriculture Rural Utilities Service (RUS).

Southern Montana’s total electric load requirement represents the combined system needs of
the five electric distribution cooperative members and one municipal utility. For the purpose of
this Load Forecast the load requirement of Southern Montana’s cooperative member systems
were refined into the traditional major utility classification for customers: residential (which
includes both urban and farm customers), commercial and industrial - which range from small
retail to heavy industrial customers. There are also several minor contributors to system load,
including irrigation, water treatment facilities, street and highway lighting, public schools and
municipal buildings.

1.2 Estimated Electric Load:

A summary of the estimated projected load requirements of the aforementioned consumer
classifications is as follows.

1.2.1 Residential:

Historically, residential loads have accounted for approximately 67 percent of projected total
sales made by Southern Montana to the member cooperatives. The number of residential
customers served by the member systems of Southern Montana has been increasing at an
annual rate of approximately 1.75 percent over the last 10 years, with most of this growth
coming from residential subdivisions being developed on the peripheral edges of Billings,
Montana in Yellowstone Valley Electric Cooperative’s service territory. The rate of increase in
residential customers ranges from less than one half of one percent (.5%) in Mid Yellowstone
Electric Cooperative’s service territory, to approximately four percent (4%) in Yellowstone
Valley Electric Cooperative’s service territory. Despite an increase in the residential customers,
Southern Montana experienced a slight decrease in number of “farm customers”. This
reduction is due to a number of reasons ranging from farm economics to consolidation of

smaller operations into larger corporate holdings.



Southern Montana projects a system increase in residential customers of approximately 2.5
percent annually over the next 20 years. The primary contributing factor to Southern Montana’s
increase in residential customers will be the continued expansion of the City of Billings into the
area served by Yellowstone Valley Electric Cooperative. Yellowstone Valley FElectric
Cooperative has had a compounded annual rate of growth in energy sales to its residential
customers of approximately 5.06% over the course of the past 32 years. As Yellowstone
represented approximately 45% of Southern Montana’s total sales in 2003, its rate of growth
will have a significant impact on Southern Montana’s residential energy requirement. Southern
Montana also anticipates additional growth in the residential customer segment of the member
systems it serves in some of the more attractive rural locations in close proximity to Billings,
particularly those areas offering recreational and “quality” lifestyle opportunities. As a general
rule, where there is a combination of “trees, scenery and water” there will be growth — if these
qualities are not present there is little or no expectations for growth.

The amount of electricity used on a per residential customer basis is expected to remain
relatively constant to increasing slightly over the course of the next 20 years. Factors
influencing individual residential customer use of electricity are the following:

+  Steady to a moderate decease in electricity use for household heating on per
customer basis due to more efficient heating systems.

*  Moderate increase in electricity use reflecting the use of air conditioning

»  Steady to a moderate decrease in electricity use for water heating due to more
efficient water heaters.

»  More efficient refrigerators and freezers

*  More efficient lighting

» Increased electricity use by “farm customers” resulting from an increase in farm
size and enhanced mechanization.

As already mentioned, Southern Montana predicts that the average annual energy use per
residential customer at the G&T level will remain constant to increasing slightly over the
course of the next 20 years. This increase will primarily be the result of an increase in the use of
air conditioning. Total electricity sales to residential customers is expected to increase 3.3%
percent per year over the next 10 years primarily as a result of significant residential
development in the area surrounding Billings and a number of projected subdivisions that will
be served by Beartooth Electric in the Clark, Wyoming area. The Wyoming subdivisions will
be primarily full time residential, although there may be an occasional seasonal dwelling. Once
the planned developments are built, Southern Montana anticipates the surge in growth will
subside and future load growth will return to more traditional levels. Based on current
projections, most of the anticipated growth is expected to occur in the period 2004-2014.

In addition to traditional load development, Southern Montana anticipates a continued increase
in the use of air conditioning and a reduction in the number of homes selecting natural gas as a
home heating fuel. The recent increase in the price of natural gas has seriously eroded the
economic advantage natural gas previously enjoyed as the fuel of choice for home heating
purposes. In fact, if the rapid increase in the price of natural gas continues as a result of the
wide spread use of natural gas in combined cycle and simple cycle gas turbines, while electric
prices remain stable or increase at a more gradual pace, we may see an increase in the number
of homes using electric heat. This increase in the use of electric heat would most likely come in



the form of high efficiency electric heat pumps offering the added advantage of air
conditioning.

Even though Southern Montana anticipates sustainable growth in the residential sector of
member system loads, Southern Montana foresees a slight shift in the “mix” of its existing
customer base. For the period 1971 through 2003 residential load accounted for approximately
67% of Southern Montana’s supply requirements. Due to increased industrial activity currently
under way in Fergus Electric’s service territory and planned methane gas development in
Tongue River Electric’s service territory, residential customer load is expected to decline to
approximately 56% of Southern Montana’s service obligation for the period 2003-2018, with
the bulk if that shift occurring in the period 2003-2008.

1.2.2 Commercial and Industrial:

Southern Montana partitions its “commercial and industrial customers” into small commercial
and large commercial customer classifications. The small commercial customer classification
includes restaurants, retail stores, “cottage industries”, and small manufacturing facilities. Large
commercial customers are mostly “larger” manufacturing facilities, industrial sites and facilities
with sizable motor loads such as compressor stations. The number of small commercial and
industrial customers is expected to increase by 1.5 percent per year over the next 20 years. This
increase would be in line with projected growth in the region for petroleum product extraction
and the continued growth in the development of the methane gas wells in southeastern
Montana in Tongue River’s service area.

An additional illustration of the impact of the aforementioned trend in natural gas prices 1s
occurring in Beartooth Electric’s service territory and will put upward pressure on Beartooth’s
commercial energy requirements. Beartooth has been notified by one of its small commercial
customers in the Clark, Wyoming area of the customers plans to discontinue using natural gas
pumped from their wells to “self generate” electricity to power an existing compressor station.
The owner/operator of this facility has determined that it is far more economical to sell the gas
previously used to self generate in the gas market, and buy electric energy for the compressor
station from Beartooth Electric. Long term projections of natural gas prices show no signs of
the price of natural gas retreating to the point it can seriously be considered as an economic
choice for fuel in the generation of base load electric production.

Although Southern Montana does not expect a dramatic increase in the consumption rates of
small commercial and industrial users of electricity on a per customer basis, Southemn Montana
does anticipate a significant increase in the overall requirements of these customer classes. This
increase will be the result of two large pumping stations on Fergus Electric’s system and the
expected growth in the Methane gas industry in Tongue River Electric’s service area located in
close proximity to the Powder River Basin (PRB) coal fields. Fergus Electric has received a
deposit to cover the cost to construct facilities necessary to serve approximately 16,000
horsepower of new load by the end of first quarter 2005, with plans for a second increment of
pumping load slated to follow shortly thereafter. The impact of the installation of this large
pumping load, in concert with ongoing methane gas development, represent a projected
increase in sales to the large commercial segment of Southern Montana’s load base of
approximately 40% over the 2003-2008 time frame.



Tongue River Electric Cooperative projects the development of the Methane gas industry to
result in an additional large commercial load requirement of 3,000 horsepower in 2007, 3,000
horsepower in 2008 and 4,000 horsepower in 2009. The Methane gas load development in
Montana reflects the established trend in other regions such as northern Wyoming. Southern
Montana estimates the total increase in the load requirements of Tongue River’s large industrial
class to be approximately 10,000 horsepower, or an increase to Southern Montana of
approximately 25% over projected 2004 requirements. These projections are rather
conservative estimates when compared to the actual growth and future projections made by
neighboring utilities experiencing similar industrial activity. At one point Powder River Energy
just across the border in Wyoming was predicting its Methane gas load at approximately 300
mW - thirty -times greater than Tongue River’s projection.

The aforementioned increases in the load requirements of large industrial consumers will
contribute substantially to the increase in Southern Montana’s wholesale power requirements
during the period 2004 through 2013. If it were not for the increased obligation fostered by
these two predictable activities, Southern Montana would anticipate a more modest growth rate
of approximately 3% over the 2003-2009 timeframe.

If the efforts by local governmental agencies such as the City of Great Falls are successful in
encouraging industrial development and strong regional economic growth, the projected
increases in the load requirements of the member systems for small commercial and industrial
customers would need to be adjusted accordingly. For the purpose of this study, a more
conservative approach was taken in projecting the future load requirements of the small
commercial and industrial customer sector. In order for a load to be considered in the context of
this study there must be considerable assurance that the load is likely to develop before it was
included in the forecast algorithm.

For the period 2003-2018 Southern Montana anticipates a 1.7 % increase in the wholesale
energy requirements of the member systems small commercial loads. Large industrial customer
load is expected to increase approximately 40% over the 2003-2008 timeframe, and
approximately 15% when the window of analysis is expanded to 2003-2016. A review of the
period 2008-2013 indicates that by 2009 the “requirement spike” will have passed and growth
moderates to 2.66%. For the period 2013-2018 load growth will have “flattened” to a rate
significantly less than 1%.

1.2.3 Other Classes:

Southern Montana expects electricity use for irrigation, street lighting, and public authorities to
remain relatively flat over the next 20 years. This sector presently accounts for about
approximately 6.75 percent of Southern Montana’s total supply requirement. For the period
2003-2018 the combined requirements of the irrigation and “others” is expected to decline to
approximately 3.9%. This decline is not a reflection of an actual decrease in the needs of this
important segment of our member system requitements, but an indication in the shift of
member system load to higher level of industrial need.



1.3 Forecasting Parameters:

Montana has an extensive history of “boom and bust” resource development and Southern
Montana has made a conscious effort to conservatively estimate the impact of the recent flurry
of activity in the oil and gas industry on the future wholesale energy requirements of its
member systems. It could be said that Southern Montana is in an area “prime” for development
and Southern Montana should be more “optimistic” in forecasting load requirements and the
need for resource development. However, the load forecast that serves as the basis for this AES
may represent the underpinning for the construction of member owned generation. With a clear
focus on avoiding the serious repercussions of “over building”, Southern Montana has
consciously resisted the temptations to be caught up in “Chamber of Commerce enthusiasm”
and has taken a more conservative approach to load forecasting. Unless there was a valid
reason to depart from the load growth patterns established over the past 32 years, historic usage
served as the primary tool for load forecasting.

1.4 Natural Gas Supply, Demand and Pricing:

In the early 1970’s the issue of energy supply, demand and pricing was on the forefront
of everyone’s minds. There were long lines at the gas pump, the need for “gas guzzling”
automobiles was questioned, thermostats were lowered, and what fuel should America
turn to for heating purposes was a topic of major discussion. This heightened level of
attention on the use of natural gas had a number of positive results on building standards
and seemed to indicate that there would be a concerted effort to extend the time this most
important resource could be turned to as a quality heating fuel of choice. The 1970’s
national “energy crisis” drew needed attention to the fact that the use of natural gas and
supply were interrelated. In Montana, sweaters came out to the closet and “conservation”
was now important.

Unfortunately, this concern was short lived and in the early 1990°s as the Pacific
Northwest was faced with a shortage of another most important commodity — electricity,
the conservation lessons of the 1970°s were cast aside and natural gas was called upon to
serve double duty. It would continue to play a major role as a heating fuel of choice for
homes, commercial and business establishments, and become the premier fuel for new
electric generation. Virtually all new generation built in the region would be in the form
of combined or simple cycle gas turbines. Easy to locate, economical, “environmentally”
friendly, and popular, natural gas fired generation was “on a roll”.

From an energy supply perspective, it appears the region has taken the “path of least
resistance” and placed a significant share of it contemporary energy production future in
the hands of the natural gas industry. Rather than develop a more comprehensive,
balanced and diversified supply portfolio the region decided to benefits of gas fired
generation outweighed the risk associated with the inherent volatility in the price of
natural gas. Yes, wind power has gained considerable attention and is being developed,
but as we shall see later on in this AES, wind generation is not quite there yet as base
load generation. For now, natural gas fired generation enjoys “center stage”.



As the region started to see last winter, the increased supply burden placed on natural
gas has produced an “unintended consequence”. The price of natural gas is increasing at
a troublesome rate affecting not only the price of electricity produced by gas-fired
generation, but also the cost to heat homes and businesses. This “unintended
consequence” will most likely have the greatest adverse affect on those that can afford
it least - “fixed” and low-income families.

Table 1-1: Typical Wholesale Natural Gas Prices

Average Price of Natural Gas Sold to Electric Utility Consumers

Dollars per Thousand Cubic Feel

04/2003

1.5 Summary: Growth by Customer Classification

In many ways Southern Montana’s estimated growth in the demand and energy
requirements of the respective customer classifications reflects the trends that have
existing in the cooperative member systems over the past 32 years. However, Southern
Montana does foresee a few isolated instances on certain member systems such as
Fergus Electric, Beartooth Electric and Tongue River Electric where there will be a
departure from the norm with regard to anticipated growth in a particular region, or for
a certain customer classification. Sections II through VIII of this load forecast contain
the statistical underpinnings of this load forecast. The data in theses sections represent
the historic and projected requirements of the individual member systems and Southern
Montana as a single entity. The opening comments at the beginning of each section
were developed by the respective member system General Managers.



SL0¢

siea)

€002 0002

T
L8

T

S

SLINIWIHINOIH ADHINT Tv.iOLH

S3SSOT® ISNNMO @
S3TVYS ¥3aHLIOME

NOILYOIHY I &=
IVIOHIWNOD 394Vl

IVILN3dISIHE

uopjesyisse|) 1ownsuo) Aq syuawannbay wayshs
aAlje12doon uoISSIWISURL | R UOIJRIBUIS D1JI3]3 BUBJUO UIdYjnog

IVIOHIWWNOD TIVINS O[T

000'00}

000°002

000°00€

000°00%

000°00S

000009

000'002

000°008

000°006

000'000°}

HMIN




2.0 System Characteristics:

There is a wide variety in the service territory characteristics of the respective member
systems of Southern Montana. This variation manifest itself in many ways, but of
primary interest to the member systems of Southern Montana is how the existing and
future economic conditions in the areas they serve will impact demand for the facility
services they provide and the need for a reliable, affordable and quality supply of
wholesale electric energy and related services. The following information is included to
give a general overview of the conditions that will impact the demand for the services
provided by the member systems and related wholesale supply needs.

Employment and Earnings:

Over the course of the past several months Montana’s seasonally adjusted unemployment
rate has been lower than the national average. Montana’s unemployment rate in July of
4.3% was 1.2% lower than the nation’s average. Average weekly earning in Montana’s
private section reached $431.30 in July, setting the over-the-year rate of increase at 2.2%.
For the same period the consumer price index in Montana rose 3.0%.

Montana’s seasonally-adjusted, non agricultural payroll was up approximately 8,300 jobs
or roughly 2.07% in 2004 through July. The largest over-the-year gains were in natural
resource development, mining, construction, financial activities, and professional and
business services. Current information on Montana’s economy can be found by
referencing “Montana: Economy at a Glance” on the State’s official website. The first bar
graph in the following series offers a view of the employment picture in Montana by
major employment category for the period 1980 through 2002. The bar graph is titled
“Montana Total Employment”.

As previously mentioned in earlier sections of this load forecast, Southern Montana is
anticipated notable increases in demand for its services from the non agricultural sector.
The increase in demand will be the result of the installation of new pumping stations
beginning in 2005, conversion of existing compressor stations to electric driven motors,
methane gas development, and although no allowances were made directly in the load
forecast for Fergus Electric - the expansion of the Bull Mountains coal mine.

Agricultural Commodity Prices:

Montana agriculture has been adversely affected by the severe drought conditions that
have plagued Montana’s farmers and ranchers for the past several years. In 2004, this
sector of Montana’s economy continued to struggle with “below normal” installments of
moisture and low grain prices. The second bar graph in the following series offers a view
of historic and forecasted prices for grain. Although “spotty” some segments of Southern
Montana’s service territory were able to benefit from reasonably strong cattle prices. The
third bar graph in the series offers a view of historic and forecasted cattle prices.



Household Expenses and Poverty:

Montana continues to struggle with low wages and the relatively high cost of living in a
northern climate. As explained in other sections of this load forecast and in the
Alternative Evaluation Study, increased reliance on natural gas for electric generation has
produced a worrisome situation for Montanans as they budget for winter heating
expenses. Projected prices for natural gas indicated that the cost for home heating with
natural gas is expected to almost double from levels experienced in 2002. The cost of
natural gas for residential heating is expected to be over $9.00/ mcf as compared to
approximately $5.00/ mcf in 2002. This increase in home heating cost will have the
greatest impact on fixed and low income families. With many families living at or below
the “Poverty Threshold” as depicted in the information received from the U.S. Census
Bureau, the bar graph titled “Natural Gas Prices for Montana” implies that it may be a
“tough winter” for many less advantaged Montanans. This rather troubling prediction for
the price of natural gas may also result in a resurgence in the use of electricity for home
heating purposes, provided Southern Montana is able to develop a competitively priced
alternative to natural gas.

Other Pertinent Information:

The final series of charts and graphs included with this section offer additional
background information on the service territory characteristics of the member systems of
Southern Montana. Montana has a significant Native American population. Tongue River
Electric provides service to virtually all of the Northern Cheyenne Reservation and is
headquartered on the reservation boundary. Yellowstone Valley Electric provides service
to a portion Crow Indian reservation along Pryor Creek southwest of Billings.

Index to Graphs and Charts Referenced in Section 2.0:

Graph 1: Montana Total Employment

Graph 2: Montana Wheat Price Per Bushel

Graph 3: Montana Cattle Prices

Graph 4: 2003 Poverty Threshold

Graph 5: Natural Gas Prices for Montana

Graph 6: Montana Reservations

Graph 7: Montana American Indian Population

Graph 8: SME Native American Populations

Graph 9: Southern Montana Member Service Area Populations
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Section Ii:

Beartooth Electric Cooperative:

o

System Energy Requirements by Consumer Class —
Historic 1971-2003

System Energy Requirements by Consumer Class —
Projected 2004-2018

System Demand Requirements — Historic 1982-2003
System Demand Requirements — Projected 2004-2018
Member System Purchases: Demand and Energy —
Actual 2001-2004

Member System Purchases: Demand and Energy —
Projected Based on Historic Energy Purchases



Beartooth Electric Cooperative
MONTANA 19 STILLWATER
NARRATIVE

Robert P. Walker, General Manager

SERVICE AREA DESCRIPTION:

LOCATION:

Beartooth Electric Cooperative, Inc. was incorporated in 1938. It was first
energized on February 15, 1941. The Cooperative is headquartered in Red Lodge,
Montana. The Cooperative serves Carbon, Stillwater and Sweetgrass Counties in
Montana and Park County in Wyoming. The service areas are not likely to
change as a result of the “Territorial Integrity Act of 1997” and the certified
Wyoming service areas as defined by the Wyoming Public Service Commission.
No loads are served that are not beneficiaries of the RE-Act.

GEOGRAPHY:

The service area lies in the Clarks Fork, Rock Creek, Stillwater and Yellowstone
River valleys between the Beartooth and Pryor Mountain uplifts. The elevations
in these river valleys range from approximately 3,300 feet to approximately 6,500
feet with the southern boundaries largely bounded by rugged mountains. The area
between these river valleys consist of dissected upland bench with prominent
ridges and escarpments. Exposed formations in the area consist exclusively of
rocks of sedimentary origin, i.e., sandstone, shale’s, mudstones, and interblended
limestone which are of Cretaceous or younger age. Mountain building during late
Cretaceous and early Yertiary resulted in the uplift of massive fault blocks that
created the Pryor and Beartooth Mountains as well as stresses in sedimentary
bedrock that led to lateral displacement along faults.

CLIMATE:

Weather has a large effect on power requirements in our area. An unusually cold
winter can effect kilowatt consumption by as much as ten percent of normal.
Elevation ranges from 9,000 feet down to 3,000 feet. Therefore the climate can
differ quite dramatically from area to area within our service territory. Heating
Degree Days can vary significantly throughout our service territory. Precipitation
near Red Lodge averages 19.15 inch. Near the Wyoming border and twenty miles
east of Red Lodge lies some of Montana’s driest country. An interesting
comment from the Climatological Summary states that this area has a climate
pretty much its own. Being on the northeast slope of the Rockies where winter
“Chinook” winds occur a few times every year, the climate may be described as
modified continental.



POPULATION:

From the period between 1990 and 2000 the population of Montana increased by
approximately 12.9%. During the same period the populations of Carbon County,
Stillwater County, and Sweetgrass County increase by 18.2%, 25.4% and 14.4%
respectively. Our G&T manager frequently comments that the growth in
Montana is coming anywhere there are trees, rocks and water. His statement is
certainly born out by the growth in Beartooth Electric’s service territory. Much of
our growth has been driven by out of state retirees who come to Montana to retire.
This has caused a real boom in residential housing construction in our area
without much increase in industry.

ECONOMIC CONDITIONS:

Employment in Montana grew from 377,000 in 1990 to 455608 in the year 2000
or an increase of 20.85% as unemployment dropped from 6.0% to 4.9% in 2000.
During that same period the counties of Carbon, Stillwater and Sweetgrass
experienced increases in employment of 29.49%, 44.47% and 17.87%
respectively while at the same time experiencing a slight increase in
unemployment rates to 5.2%, 4.7% and 2.5% respectively. During the same
period personal income in Montana increased from $15,516 in 1990 to $22,518 in
the year 2000 for an increase of 45.13%. The personal income in Montana as a
percentage of U.S. personal income dropped from 79% in 1990 to 76% in the year
2000. Personal income in Carbon, Stillwater and Sweetgrass counties grew by
67.55%, 70.53% and 33.01% over the same period. Due to the high dependence
on agriculture in Sweetgrass county and parts of Stillwater and Carbon counties
the growth of personal income in non-farm jobs has been moderated by low prices
and increased production costs of agricultural products. Agricultural income can
vary significantly from year to year.

With the recent increase in energy prices we are currently being deluged with
requests for new services in the Clark Wyoming area for new services in the
Badger Basin oil field and for natural gas development on the eastern front of the
Beartooth Mountains. We have already received inquiries from Cline Production
and Discovery Oil for over 2,000 horsepower to serve existing wells and
compressor stations which are currently being powered by natural gas. Windsor
energy is in the process of completing cultural surveys on private land in the
Clark area to supplement the cultural surveys which have already been completed
on BLM land on which they have leases. We also have five new irrigation pivots
that have paid for their line extensions in the Clark area which will be in use next
season.

TRANSPORTATION:

Beartooth Electric Cooperative, Inc.’s service territory has limited transportation
facilities available. Trucking is the primary source for moving products. Red
Lodge, Columbus and Bridger are served by small airports. The service territory
also has limited railway service.
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FUTURE DEVELOPMENTS:

As mentioned in paragraph LE above, with the recent increases in oil and natural
gas prices we expect to be adding significant commercial loads within the next
four years in the area of Clark Wyoming which will require significant system
improvements and additions to our plant to facilitate the increased load.

DEREGULATION:

When the State of Montana passed its retail access bill in 1997 cooperatives were
given the opportunity to opt out of the legislation requiring retail access.
Beartooth Electric Cooperative, Inc. has chosen to opt out of retail access until
such time as the benefits to our members can be concretely demonstrated.
Although there are some thoughts in Montana about redefining retail access in the
legislative arena the cooperatives in Montana feel that our "carve out" is not in
danger. The impacts of the deregulation of the wholesale power markets are yet
to be clearly defined and are thus unknown at this time. However it appears that
some form of regional transmission organization will be mandated by FERC the
impacts of which are yet to be known. We are quite wary when viewing these
developments as we expect that they will result in significant increases in our
transmission costs.
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FERGUS ELECTRIC COOPERATIVE, INC.
MONTANA 15 FERGUS
NARRATIVE

Scott Sweeney, General Manager

INTRODUCTION

Fergus Electric Cooperative, Inc., is headquartered in Lewistown, Montana. We also
have a satellite office in Roundup, Montana for a small warehouse and local crew. The
Cooperative’s service area lies generally in the center portion of the state with electrical
service into all or parts of twelve different counties.

Topography of the area varies from the semiarid plains region typical of central and
eastern Montana to the more rugged coniferous forest regions in and around the five
mountain ranges within this area. The Missouri river lies along the northern border of
Fergus Electric’s service area and two tributaries, the Judith and the Musselshell rivers
bisect the interior of the service territory. Average annual precipitation varies from 12-18
inches in the mountains and surrounding foothills. Snow has been recorded in every
month of the year and winter and spring storms can be locally severe.

ECONOMY

Farming and ranching constitute the basis of the area’s economy, with some small
industry also contributing. Farms and ranches are predominately single family units
although several large Hutterite Colonies do exist. Dry land farming dominates the area,
with irrigated lands being confined to those areas near rivers and streams. In the six
counties that make up the majority of Fergus’s service area, cattle are the predominate
type of livestock being raised. Sheep and hog operations also play a lesser roll. Farming
consists of mostly small grains such as wheat and barley with some recent interest in
canola seed.

Gold mining has played a role in the economy in past years. There are a few small
operations but the activity fluctuates according to the prevailing gold price. No new
operations are anticipated in the near future. The known oil reserves in the area are
mostly small, shallow pools so major oil developments are not foreseen. Some interest in
shale oil extraction and coal bed methane development have been discussed, however no
projects are known to be on the drawing board for the foreseeable future.

Bull Mountain Mine Project has developed a proposal for a large underground coal mine
in Musselshell County near Roundup. The electrical load has been projected to be in the
12 to 15 MW range when in full operation. This load would be staged in over a five year
span under ideal conditions. The mine is presently using 1 MW for extracting coal for
test markets. The company is still looking for financial backing and user markets before
committing to the expansion plans.



We continue to serve 67 Minuteman Missile sites. While we do not foresee any major
change in their usage in the future, there has been a slow but steady growth in kWh sales.

Teresan Pipelines, LLC, an oil based pipeline company has contracted with us to provide
power to two separate pumping stations within our service territory. The load will be
approximately 16,000 horsepower and will come on line the beginning of the second
quarter 2005. The expected load will be nearly equal to our summer peak for the rest of
our system.

Other classes of electricity use are expected to remain relatively flat with the exception of
rural residential housing. The area immediately around Lewistown has shown some
subdivision development with primarily retired people from outside the area moving in.
The same growth is being seen in the Bull Mountain area around Roundup. This area is
becoming a bedroom community for people from the Billings area. A slight increase in
growth each year is expected from this classification. Irrigation development coincides
with river and stream flows. The majority of lands adjacent to these waters are either
already irrigated or too rugged for efficient farming operations. Street lighting and public
authorities are well established and no large growth is expected within the service
territory.

SUMMARY

Fergus Electric Cooperative, Inc. has been a picture of stability for over 40 years. With
the Teresan Pipeline project coming on line and the Bull Mountain Project proposing
their expansion there is growth at a pace that we have not seen since incorporation. Our
service area is not a destination travel place and future industrial growth will probably be
minimal. Our primary industry has been and will be the agricultural operations that
dominate the area. Some say that our service area is on the verge of being “found”.
However historical observations have shown that large increases in growth will take
years and possibly decades before becoming significant.
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Section 1V

Mid-Yellowstone Electric Cooperative:

©

System Energy Requirements by Consumer Class —
Historic 1971-2003

System Energy Requirements by Consumer Class —
Projected 2004-2018

System Demand Requirements — Historic 1982-2003
System Demand Requirements — Projected 2004-2018
Member System Purchases: Demand and Energy —
Actual 2001-2004

Member System Purchases: Demand and Energy —
Projected Based on Historic Energy Purchases
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MID-YELLOWSTONE ELECTRIC

COOPERATIVE, INC.
MONTANA 17 ROSEBUD
NARRATIVE

Theodore D. Church, General Manager

GENERAL DATA:

A. LOCATION:

Mid-Yellowstone Electric’s office is located in Hysham, Montana,
which is the county seat of Treasure County. Hysham is located in
south central Montana. The Cooperative serves all of Treasure
County, about two-thirds of Rosebud County, and small portions of
Custer and Big Horn counties. The Cooperative’s service area 1is
roughly 6,400 square miles. The western boundary begins at the
confluence of the Big Horn and Yellowstone Rivers and its eastern
boundary ends approximately where the Tongue River enters the
Yellowstone River. The Yellowstone River flows eastwardly and
laterally bisects Mid-Yellowstone’s service area.

. TERRAIN:

The Yellowstone River valley is flat and well suited for irrigation.
North and south of the river valley, the terrain is hilly, comprised of
grasslands well suited for livestock. A small percentage of this
hilly ground is used for dry land farming. Some of the
Cooperative’s irrigation load takes water out of the Yellowstone
River onto the hilly ground; however, the lifts are quite high and the
horsepower requirements are quite large.

. CLIMATE:

The Cooperative’s service area can have drastic temperature
extremes, ranging from minus 50 degrees F. during the winter
months to plus 100 degrees F. during the summer months. The
heating degree days are approximately 7,400 and the cooling degree
days are approximately 600. The average annual precipitation is
about 12.5 inches; however, the area served by our Cooperative has
experienced a drought for the last six years.



D. POPULATION:

According to a 2003 estimate, the population of Treasure County is
723, down 126 from the 2000 census, and down 139 from the 1990
census. The 2003 estimate for Rosebud County is 9,303, down 80
from the 2000 census, and down 1,202 from the 1990 census. We
assume the population in both counties has stabilized. The
population for Treasure County peaked in the 1970’s due to
construction of Montana Power Company’s Colstrip units one and
two. The population of Rosebud County peaked in the early 1980°s
due to construction of Colstrip units three and four. Most of the
population increase in Rosebud County occurred in the towns of
Colstrip and Forsyth, which are served by NorthWestern Energy
and Montana-Dakota Utilities, and not in the rural areas served by
our Cooperative.

E. ECONOMY:

The economy of the Cooperative’s service area is directly linked to
agriculture — farming and ranching. Both the farming and ranching
economies cycle between good and bad years. Good economic
years for agriculture tend to have a positive impact on our number
of new services.

F. TRANSPORTATION:

The Burlington Northern Santa Fe Railroad, much like the
Yellowstone River, runs laterally through our service area;
however, coal is about the only product transported by rail. Most
agricultural produce from our service area is hauled by truck over
the interstate highway. Interstate 94 parallels the railroad and, also,
divides our service area from east to west. The only major airport
is in Billings, Montana, which is located sixty miles west of our
service area.

G. 2001 CONSUMER SURVEY RESULTS:

In comparing our Cooperative’s end use surveys from 1983 to
2001, the saturation of electric heat has decreased about 14 percent
to a total of 28 percent, while propane has increased about 8 percent
to a total of 39 percent. Other sources of heat include coal, wood,
and fuel oil.



H. ENERGY PRICES AND AVAILABILITY:

Natural gas is not available in our service area. Normally, the cost
of propane has been less than the cost of electricity in terms of
BTU’s adjusted for efficiencies.

I HISTORICAL AND FUTURE DEVELOPMENTS:

Our Cooperative had one large industrial load that ceased operation
in 2000. We do not anticipate any new industrial loads to develop
in our service area. Our Cooperative’s load has remained basically
unchanged for the past thirty years. We anticipate our electric load
to remain unchanged into the future.

III. ASSUMPTIONS:
Residential:
As electric rates continue to increase, our electric heat load will
continue to decrease. Our electric base load for new residential
connections will compensate for the loss of electric heat and result

in no load growth.

Large Commercial and Industrial:

We do not anticipate any new large customers in the forecast
period; however, we are always hopeful that some coal bed
methane development would happen in our service area.

Irrigation:

Waste water concerns, labor savings, water application efficiencies,
and federal farm programs have promoted the increase of sprinkler
irrigation installations in our service area. However, due to
increasing electric rates, some of our Cooperative’s large
horsepower/high lift irrigation units will be idled, resulting in no
load growth for the irrigation category.

Public Street and Highway Lighting and Sales for Resale:
We anticipate no growth in these categories.

Seasonal and Small Commercial:

We have experienced modest increases in numbers of line
extensions to seasonal and small commercial consumers; however,
both classes are extremely small users of electricity. Therefore, we
anticipate negligible load growth in these consumer categories.
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Section V3

Tongue River Electric Cooperative:

6}

System Energy Requirements by Consumer Class —
Historic 1971-2003

System Energy Requirements by Consumer Class —
Projected 2004-2018

System Demand Requirements — Historic 1982-2003
System Demand Requirements — Projected 2004-2018
Member System Purchases: Demand and Energy —
Actuai 2001-2004

Member System Purchases: Demand and Energy —
Projected Based on Historic Energy Purchases



Tongue River Electric Cooperative
MONTANA 33 CUSTER
NARRATIVE

Harold Hanson, General Manager

Tongue River Electric Cooperative, Inc. serves approximately 4980 meters in several
counties in southeastern Montana. More specifically this area includes portions of
Rosebud, Big Horn, Custer, Powder River, Prairie, Dawson and Wibaux counties, as well
as the Northern Cheyenne Reservation. Tongue River Electric Cooperative was first
energized on September 9, 1949 and the system’s main office is located in Ashland,
Montana.

The land in Tongue River’s service area is used primarily for irrigated and dry land
farming and rangeland for livestock. The Custer National Forrest and private lands within
Tongue River’s service are the main source of timber for this area. The area is blessed
with an abundance of natural resources including coal and coal bed methane gas that has
yet to be developed. The Belle Creek oil field is also in Tongue River Electric’s service
area.

Tongue River Electric Cooperative services the towns of Ashland, Broadus, Biddle,
Birney, Busby and Lame Deer. The St. Labre Indian School and the Northern Cheyenne
Reservation, Tribal Offices, Schools and residential areas provide Tongue River Electric
with large stable loads. The planned development of the methane gas reserves in Tongue
River’s service area will add a great deal to the cooperative’s load base. The diverse
service area provides Tongue River with stable load and a reasonably good load factor.

The system is in good shape and well maintained. The Four-Year Work Plans have been
adhered to and work has been completed in a timely manner. Transmission line and
substations are well maintained with the transformers being tested yearly. The
distribution system improvements include approximately 500 pole replacements each
year.
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Section VI

Yellowstone Valley Electric Cooperative:

(2]

System Energy Requirements by Consumer Class —
Historic 1971-2003

System Energy Requirements by Consumer Class —
Projected 2004-2018

System Demand Requirements — Historic 1982-2003
System Demand Requirements — Projected 2004-2018
Member System Purchases: Demand and Energy —
Actual 2001-2004

Member System Purchases: Demand and Energy —
Projected Based on Historic Energy Purchases



YELLOWSTONE VALLEY ELECTRIC

COOPERATIVE, INC.
MONTANA 09 YELLOWSTONE
NARRATIVE

Terry Holzer, General Manager

GEOGRAPHICAL:

Yellowstone Valley Electric Cooperative (YVEC) was incorporated in 1937 and has
matured into the second largest rural electric cooperative in Montana. The service area of
YVEC is located in south central Montana, with the city of Billings providing the catalyst
for much of YVEC’s past and present growth. The size of the Cooperative’s service area
is approximately 10,000 square miles and consists of six counties. The eastern half of
YVEC’s service area is primarily agricultural, with small pockets of residential service
areas. The growth in number of consumers has primarily occurred in the western half of
YVEC’s service area. Yellowstone Valley Electric Cooperative’s customer makeup
consists primarily of residential services that provide eighty percent (80%) of its
customer base and retail energy sales. The remaining customer classifications and load
share consists of irrigation four percent (4%), small commercial seven percent (7%), and
large commercial nine percent (9%).

SYSTEM INFRASTRUCTURE:

The electrical infrastructure of YVEC consists of 142 miles of transmission facilities —
with operating voltages of 230kV and 69kV, and 2190 miles of distribution facilities —
with an operating voltage of 7.2/12.47 kV. Yellowstone Valley Electric’s distribution
system consist of 1,791 miles of overhead and 399 miles of underground facilities, with
the majority of the new line extensions being underground lines within the residential
subdivision growth occurring west of Billings. Yellowstone Valley Electric Cooperative
has nineteen (19) distribution substations and two (2) transmission substations. Many of
the distribution substations are being upgraded to accommodate the customer growth that
YVEC is experiencing. Yellowstone Valley Electric Cooperative’s utility plant has a
“book value” of approximately $52.3 million.

POWER SUPPLY:

Yellowstone Valley Electric Cooperative has approximately 11,000 member/ owners and
provides electric energy and related service to approximately 15,000 meters. YVEC’s
annual revenue is currently $14.5 million. In 2004 Yellowstone Valley Electric
Cooperative will purchase approximately 225,000 mWhrs for resale to its
owner/consumers. The blended rate for wholesale power and transmission services
delivered to Yellowstone Valley’s system in 2004 will be approximately $0.03160 (31.6
mills) per kilowatt hour. Southern Montana Electric Generation and Transmission



Cooperative meets its power supply obligation to Yellowstone Valley Electric with a
combination of purchases from the Bonneville Power Administration (BPA) and the
Western Area Power Administration (Western). Southern Montana purchases
approximately 80% of its member system requirements from BPA’s with the remaining
20% being met with pruchases from Western. The BPA power supply contract is for
power generated on the Columbia River Basin. The power purchase rights provided for in
the BPA contract begin to expire in 2008 and fully expire in 2011. The BPA contract is
not subject to renewal. The Western power supply contract is for power generated in the
upper Missouri Basin and expires in 2020. The Western power supply contract is subject
to renewal. Southern Montana has long term network integrated transmission service
(NITS) agreements with BPA’s Transmission Business Line (TBL), NorthWestern
Energy (NWE), and Western for the purpose of securing a transmission path for
deliveries to Yellowstone Valley’s contract points of delivery. Approximately 25% of
Yellowstone Valley Electric’s embedded cost for wholesale power is the cost for
transmission service necessary for deliveries to YVEC’s substation delivery points.

GROWTH

The city of Billings drives much of YVEC’s growth in terms of the number of customers
it serves and the amount of wholesale power that is purchased. Billings is the largest city
in Montana and has a current population of approximately 110, 000 residents. With two
universities, two major regional medical centers, regional transport hubs and regional
wholesale and retail centers, Billings is maintaining its strong expansion and economic
growth. Much of YVEC’s growth has been and continues to be driven by the rapid
expansion of Billings into YVEC’s historic service area. Yellowstone Valley Electric
Cooperative’s strong growth will continue as the city of Billings and the surrounding
area’s economy and development continues to expand.
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Sectiom VII:

Southern Montana Electric — System Totals:

e General Comments

o Member System Purchases: Demand and Energy - Actual

e Projected Requirements: Based on Average Annual Load
Factor

e Projected Requirements: Based on Load Factor for 2003

o Total System Purchases Demand and Energy — Actual

o Total System Demand Delineated by Supplier - Projected



7.0 System Totals:

The following information represents a summation of the member system requirements
for wholesale electric energy and related services. This information was derived from the
individual member system requirements presented in Section 2 through Section 6 of this
load forecast. A summary of the tables developed to give a graphic view of the major
findings realized in the development of this load forecast is as follows:

Bar Graph 1: System Requirements by Consumer Classification 2000-2015:
This bar graph offers a view of a breakdown of the total system requirements by
member classification for the period 2000-2015. As explained earlier in this load
forecast, Southern Montana does expect a slight shift in the contribution the
various member classifications will make to total system requirement during the
period 2004-2008 This shift will be primarily driven by the installation of large
pumping stations, development of the Bull Mountains coal mine, methane gas
load, residential load growth on Yellowstone Valley Electric Cooperative’s
system and a modest amount of “fuel switching”.

Bar Graph 2: System Requirements Peak Demand 2004-2018:

This bar graph offers a view of total system capacity requirements for the period
2004-2018. The slope of the growth curve represented by this graph depicts a
rather modest increase in demand requirements once the aforementioned increases
in load come on line during the 2004 -2008 period.

Bar Graph 3: System Energy Requirements 2003-2015:

This bar graph offers a view of total system energy requirements for the period
2003-2015. The slope of the growth curve represented by this graph depicts a
rather modest increase in energy requirements once the aforementioned increases
in load come on line during the 2004 -2008 period.

Bar Graph 4: System Supply Source/Requirements for the period 2004-2018:
This bar graph offers a view of source and projected supply needs for the period
2004-2018. The negative values for the period 2008 through 2018 represent the
supply deficit facing Southern Montana in the wake of the expiration of Southern
Montana’s ability to secure 80% of its wholesale power supply from the
Bonneville Power Administration post 2008.

Table 1: System Energy Requirements:
These spreadsheets offer a view of the historic and projected energy requirements
for Southern Montana’s member systems for the period 1971 through 2018.

Table 2: System Demand Requirements:

These spreadsheets offer a view of the historic and projected capacity
requirements for Southern Montana’s member systems for the period 1982
through 2018.



Table 3: System Demand, Energy and Projected Load Factor:

These spreadsheets offer a contemporary view of the historic demand and energy
requirements for Southern Montana’s member systems for the period 2000
through 2004. This information was used to develop an estimated value for
projected load factor. The estimated value for load factor was used to develop the
first of two scenario’s projecting Southern Montana’s system capacity
requirement.

Table 4: System Demand, Energy and Projected Load Factor:

These spreadsheets offer a contemporary view of the historic demand and energy
requirements for Southern Montana’s member systems for the period 2000
through 2004. This information was used to develop an estimated value for
projected load factor. The estimated value for load factor was used to develop the
second of two scenario’s projecting Southern Montana’s system capacity
requirement.

Table 5: System Requirement — Peak Demand in mWa 2004-2018:

This table offers a summary of Southern Montana’s projected capacity
requirements, near term source to meet this requirement and projected resource
requirement.
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Sectiom VIII:

Southern Montana Electric G&T
Wholesale Power Expenses:

o General Comments

o Wholesale Power Expenses Extrapolated 2000-2004
e Member System Purchases: 2000-2004



8.0 Wholesale Power Expenses:

On 1 June 2004 Southern Montana became fully responsible for meeting the wholesale
electric energy and related services needs of Beartooth Electric, Fergus Electric, Mid
Yellowstone, Tongue River and Yellowstone Valley Electric Cooperatives. Prior that
time the aforementioned distribution systems met their wholesale power needs with
purchases from Central Montana Electric Power Cooperative (Central Montana). Over
the course of the past several years the profound difference in regional wholesale supply
contracts, member system transmission requirements, and general philosophical
perspectives led the member systems of Central Montana to the conclusion that to avoid
contentious disagreements between the member systems over rates and other financial
issues it would be best to restructure Central Montana’s membership.

At its December 2003 regular meeting, the Central Montana Board of Trustees accepted a
recommendation that a committee be put in place to work through the details that would
ultimately result in releasing the five southern member systems from their contractual
relationship with Central Montana. To guide the committee through this process, a “Term
Sheet” had been developed by representatives of the various regions and presented to the
Central Montana Board as a template that could be followed in the assignment of contract
rights, distribution of assets, employee responsibility, and resolution of the many issues
that must take place prior to fully releasing the five southern member systems from
Central Montana. The committee assigned this responsibility was referred to as the
“Separation Workout Committee”. In May 2004, the Separation Workout Committee
reported to the Central Montana Board that its work was complete and the five southern
members should no longer be considered members of Central Montana.

In an effort to build a database of necessary information essential to load forecasting,
financial forecasts, budgets and the myriad of matters to which a utility must look to its
records for guidance, Southern Montana has started the process of developing
information on the past wholesale power and related services activities of its member
systems. The first major installment of that effort exists in the collection of contracts that
set the stage for Southern Montana to begin independent operation beginning 1 June
2004. In addition to the contracts and other such operating agreements, Southern
Montana has also put in place a complete financial records system that fully accounts for
all transfers of assets and liabilities to Southern Montana.

To continue the task of developing historic information essential to evaluating system
operations, Southern Montana has taken the information on wholesale power purchases,
system revenues, and member system demand and energy requirements and developed an
“extrapolated” record of these activities for the member systems. The following
spreadsheets offer an estimate of what the wholesale power and related transmission
expenses would have been if the members had “statistically” existed as a separate entity
for the period 2000 through 2004. Also included in this section is a list of actual
revenues, demand and energy sales to these member systems structured as if they had
been provided by Southerm Montana.
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